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T r a n s c r i p t  of Telephone Conference C a l l  o f  
May 1. 1 9 9 1  

CHAIRMAN GREENSPAN. Good morning,  eve ryone .  I n o t i c e d  t h a t  
t h e  f a c t  t h a t  w e  had a confe rence  c a l l  y e s t e r d a y  was r e p o r t e d  i n  lh 
W S t r e e t  J o u r n a l  t h i s  morning. I t ’ s  i m p o r t a n t  t h a t  what I ’ m  about  
t o  d i s c u s s  n o t  a p p e a r  i n  t h e  newspapers because  t h i s  i s  h i g h l y
c o n f i d e n t i a l  i n f o r m a t i o n  on t h e  G - 7  meet ing  and what l e d  up t o  i t .  If 
we c a n ’ t  keep it c o n f i d e n t i a l .  we’ re  going t o  have t o  f i n d  a n o t h e r  way 
t o  d i s s e m i n a t e  t h i s  s o r t  o f  i n f o r m a t i o n  i n  a more t i g h t l y  h e l d  
p rocedure .  I ’ d  b e  most a p p r e c i a t i v e  i f  everyone  cou ld  keep t h a t  i n  
mind. 

The G - 7  mee t ing  t h a t  occu r red  on Sunday i n  many r e s p e c t s  was 
r e a l l y  t h e  most i n t e r e s t i n g  mee t ing  I ’ v e  a t t e n d e d  i n  t h e  y e a r s  I ’ v e  
been h e r e .  I t h i n k  t h e  b e s t  way t o  d e s c r i b e  t h e  mee t ing  i t s e l f  i s  t o  
s t a r t  w i t h  Nick Brady’ s  f a i r l y  e x t e n s i v e  t r i p  a round Europe i n  which 
he  met w i t h  a v e r y  l a r g e  number o f  p r i v a t e  and p u b l i c  p e o p l e - - a l l  t h e  
f i n a n c e  m i n i s t e r s  and a l o t  o f  b a n k e r s - - a n d  e s s e n t i a l l y  was p u t t i n g
f o r t h  h i s  wor ld  i n t e r e s t  r a t e  s c e n a r i o ,  of  which I ’ m  s u r e  y o u ’ r e  a l l  
aware.  A s  he  was do ing  h i s  v i s i t s  he began t o  p i c k  up what I t h i n k  we 
have been p i c k i n g  up:  ma in ly ,  t h a t  t h e r e  a r e  i n c r e a s i n g  c r a c k s  
o c c u r r i n g  i n  t h e  u n d e r l y i n g  European sys tem.  And he  t a k e s  t h a t  a s  
v e r i f i c a t i o n  t h a t  t h i n g s  a r e  g e t t i n g  i n c r e a s i n g l y  bad .  I t h i n k  h i s  
d i a g n o s i s  p e r  s e  i s  n o t  a l l  t h a t  i n c o n s i s t e n t  w i t h  what t h e  e v e n t s  
a r e .  But h i s  s o l u t i o n - - t h a t  i s ,  s e e k i n g  c o o r d i n a t e d  c u t s  i n  r a t e s - - i s  
c r e a t i n g  a v e r y  s i g n i f i c a n t  b a c k l a s h  i n  Europe and abroad  [ g e n e r a l l y ] .  
Indeed ,  a f t e r  h e  had a meet ing  i n  London w i t h  t h e  f i n a n c e  m i n i s t e r s  a s  
p a r t  o f  t h e  European Bank f o r  R e c o n s t r u c t i o n  and Development’s
i n i t i a t i v e .  I g o t  c a l l s  f rom 

who had hea rd  about  what 
was go ing  on .  And t h e y  were r e a l l y  q u i t e  d i s t u r b e d .  When t h e  
S e c r e t a r y  g o t  back  and he s t a r t e d  t o  t h i n k  t h r o u g h  t h e  G - 7  mee t ing ,  I 
t h i n k  he  became aware t h a t  pushing  c o o r d i n a t e d  [ i n t e r e s t  r a t e ]  c u t s  
was n o t  go ing  t o  make it and t h a t  it could v e r y  w e l l  t u r n  o u t  t o  be 
u n p r o d u c t i v e .  N o n e t h e l e s s ,  t h e r e  was an endeavor  i n i t i a l l y  t o  have a 
f a i r l y  gloomy communique. e s s e n t i a l l y  s u g g e s t i n g  s i g n i f i c a n t  c u t s  i n  
r a t e s .  The communique d r a f t e d  by t h e  d e p u t i e s  of t h e  f i n a n c e  
m i n i s t e r s  r e f l e c t e d  t h i s  t o  a s u b s t a n t i a l  e x t e n t ,  even  though it was 
f i l l e d  w i t h  a l l  s o r t s  o f  g r a p h i c s  imply ing  a l t e r n a t e  t y p e s  of  wording.  
The p r e s s  had s u g g e s t e d ,  and I have no r e a s o n  t o  d i s b e l i e v e .  t h a t  Mr. 
Brady was g e t t i n g  s u p p o r t  from t h e  French .  t h e  I t a l i a n s ,  and i n  a 
l i m i t e d ,  h e s i t a n t  way from t h e  J a p a n e s e .  Indeed ,  when l o o k i n g  a t  t h e  
e a r l y  v e r s i o n s  o f  t h e  communique, which was c o n s t r u c t e d  i n i t i a l l y  by 
t h e  d e p u t i e s .  t h e  communique d i d  n o t  b a s i c a l l y  c o n t r a d i c t  t h a t .  Very
i n t e r e s t i n g l y .  what happened i n  t h e  meet ing  i s  t h a t  t h e  [ s u p p o r t ]  o f  
people  was r e a l l y  an i l l u s i o n :  i n  t h e  e v e n t .  t h e  F r e n c h ,  t h e  I t a l i a n s ,  
and t h e  J a p a n e s e  were r e a l l y  not  s u p p o r t i v e  o f  Mr. Brady.  They
weren’ t  n e g a t i v e  b u t  t h e y  c l e a r l y  d i d  n o t  i n  t h e  d i s c u s s i o n s  o r  i n  
d e a l i n g  w i t h  t h e  communique come o u t  i n  f a v o r  of  some o f  t h e  language  
he  was s u p p o r t i n g .  The c r u c i a l  one ,  f o r  example,  was t h a t  Brady was 
s u p p o r t i n g  t h e  s u b s t i t u t i o n  i n  t h e  communique o f  “ low i n f l a t i o n  
growth” f o r  “ n o n - i n f l a t i o n a r y  g rowth .”  Th i s  c l e a r l y  would have been a 
major  s i g n a l  w i t h  r e s p e c t  t o  t h e  p o s i t i o n  o f  t h e  G - 7 .  And t h e r e  was 
no s u p p o r t  f o r  t h a t ,  a s  b e s t  I can  j u d g e .  

We f i n a l l y  ended up wi th  t h e  o p e r a t i v e  p o l i c y  s t a t e m e n t  even 
though t h e r e  was ,  i n  my mind perhaps  p r o p e r l y ,  a l o t  of  c a u t i o n  about  
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t h e  o u t l o o k .  N o n e t h e l e s s .  t h e  o p e r a t i v e  p o l i c y  s t a t e m e n t  was "Agains t
t h i s  background.  m i n i s t e r s  and gove rnor s  emphasized t h e  impor t ance  of 
monetary and f i s c a l  p o l i c i e s  which p r o v i d e  t h e  b a s i s  f o r  lower  r e a l  
i n t e r e s t  r a t e s  and a s u s t a i n e d  g l o b a l  economic r e c o v e r y  w i t h  p r i c e
s t a b i l i t y .  They b e l i e v e d  t h a t  such  a mediun-term s t r a t e g y  was t h e  
b e s t  way of r e d u c i n g  p o t e n t i a l  r i s k s  and u n c e r t a i n t i e s  i n  t h e  c u r r e n t  
o u t l o o k . "  That o p e r a t i v e  s e n t e n c e  was w r i t t e n  i n  t h e  mee t ing  and was 
a s u b s t a n t i a l  change from s e v e r a l  of  t h e  e a r l i e r  v e r s i o n s .  The 
p a t t e r n  w i t h i n  t h e  meet ing  on economic i s s u e s  was n o t  t o  convey a 
s e n s e  o f  d i f f e r e n c e s  amongst t h e  G - 7  f o r  f e a r  o f  market  r e s p o n s e s .
There were c o n s i d e r a b l e  i n t e r v e n t i o n s  by a lmost  everybody t h a t  if w e  
came o u t  of t h e  G - 7  mee t ing  w i t h  an a p p a r e n t  s i g n i f i c a n t  s p l i t  w i t h i n  
t h e  mee t ing ,  i t  c o u l d  be s i g n i f i c a n t l y  c o u n t e r p r o d u c t i v e  t o  t h e  
m a r k e t p l a c e .  B a s i c a l l y .  t h e  n o t i o n  t h a t  t h e r e  cou ld  be a s u b s t a n t i a l  
market  e f f e c t  -f t h e r e  were r e a l  d i s s e n s i o n  I t h i n k  drew M r .  Brady o f f  
p r e s s i n g  h i s  p o s i t i o n  because  I t h i n k  he  r e a l i z e d  t h a t  t h e  v o t e s  were 
not  fundamen ta l ly  t h e r e .  

I n  r e t r o s p e c t ,  what happened i n  [my] p e r c e p t i o n  i s  t h a t  
p robab ly  h a s  s i g n i f i c a n t  i n f l u e n c e  over  t h e  d e p u t i e s  and 

probably  brought  t o  t h e  t a b l e  a somewhat s t r o n g e r  view of what t h e  
s u p p o r t  was f o r  t h e  Uni ted  S t a t e s  T r e a s u r y  p o s i t i o n  t h a n  was a c t u a l l y  
h e l d  by t h e  f i n a n c e  m i n i s t e r s  t hemse lves :  I t h i n k  t h a t ' s  what c l e a r l y  
showed up. There was even t h e  p o s s i b i l i t y  t h a t  s i n c e  t h e r e  was a new 
Canadian f i n a n c e  m i n i s t e r  t h a t  t h e  a n t i - B r a d y  f o r c e s - - t h e  UK. Germany, 
and Canada--might  l o s e  one o f  i t s  members. I n  t h e  e v e n t .  t h a t  d i d  not  
happen: t h e  Canadian f i n a n c e  m i n i s t e r  was a s  s t r o n g  a s  Michael  Wilson,  
b a s i c a l l y ,  on t h a t  p a r t i c u l a r  i s s u e .  

P r i o r  t o  t h e  meet ing  t h e  Group of  Seven went o v e r  t o  t h e  
White House f o r  c o f f e e  w i t h  t h e  P r e s i d e n t ,  who was v e r y  c o r d i a l  and 
a c t u a l l y  q u i t e  muted. He d i d  i n d i c a t e  t h a t  he t h o u g h t  it might  be 
u s e f u l  t o  have lower  i n t e r e s t  r a t e s  f o r  world r e c o v e r y  b u t  he  gave a 
s e n s e  o f  " I ' m  n o t  t o o  s u r e  abou t  what t h e  dimension i s  and I c e r t a i n l y  
wou ldn ' t  p r e s s  a p o i n t  w i t h  a l l  o f  you e x p e r t s , "  e t c . .  e t c .  I t  was a 
v e r y  s o f t  s e l l .  H e  d i d  n o t ,  f o r  example,  p i c k  o u t  Germany. which had 
been t h e  c e n t e r  of t h e  T r e a s u r y ' s  p r e s s u r e .  A l l  i n  a l l  t h a t  mee t ing  
went r easonab ly  w e l l .  I t h i n k .  The subsequen t  luncheon t h a t  we had 
h e r e  a t  t h e  Board f o r  t h e  G-10 governors  i n d i c a t e d  f a i r l y  c l e a r l y  t h a t  
t h e y  were a l l  r a t h e r  r e l i e v e d  t h a t  t h e  meet ing  came o u t  t h e  way it d i d  
r a t h e r  t h a n  t h e  way a l o t  of us expec ted  it might end up .  And i n  t h a t  
meet ing  t h e r e  was a g e n e r a l  acknowledgement of t h e  s o f t e n i n g  and t h e  
problems t h a t  e x i s t  i n  t h e  ERM. I i n d i c a t e d  y e s t e r d a y  an i n c r e a s i n g  
d e s i r e  on t h e i r  p a r t  t o  have t h e  deutschemark a c t u a l l y  s t r e n g t h e n  
w i t h i n  t h e  ERM even  though a number o f  them have been somewhat 
r e l i e v e d  [ i n  t e r m s  of t h e i r  own economies] :  because  of t h e  weakness o f  
t h e  deutschemark t h e y  have been a b l e  t o  e a s e  domest ic  i n t e r e s t  r a t e s ,  
e s p e c i a l l y  i n  F r a n c e .  The r e s u l t  of t h a t  mee t ing .  coupled  w i t h  
mee t ings  I had s u b s e q u e n t l y ,  i s  t h a t  t h e  a f t e r e f f e c t s  of t h e  G - 7  
meet ing  have been ,  u n f o r t u n a t e l y ,  q u i t e  n e g a t i v e .  I t h i n k  t h e r e  has  
been a l o t  of  c r a c k e d  c h i n a  i n  t h e  p r o c e s s :  I was dragged  o f f  t o  t h e  
s i d e  on numerous o c c a s i o n s  i n  t h e  coup le  o f  d a y s ,  w i t h  my c o l l e a g u e s - 
b o t h  f i n a n c e  m i n i s t e r s  and g o v e r n o r s - - e x p r e s s i n g  t h e i r  concern  about  
b e i n g  p r e s s u r e d .  I d o n ' t  t h i n k  t h e r e ' s  any l a s t i n g  problem t h e r e  but  
it was an e p i s o d e  t h a t  I d o n ' t  t h i n k  t u r n e d  out  a s  w e l l  a s  it cou ld  
have .  But c o n s i d e r i n g  how bad it cou ld  have been .  it was a major  
improvement from t h e  wors t  e x p e c t a t i o n s .  



5 / 1 / 9 1  - 3 - 


I would s a y ,  however,  t h a t  if t h e  European economy s t a r t s  t o  
e rode  and i f  problems i n  Germany g e t  i n c r e a s i n g l y  poor .  and if our  
economy f a i l s  t o  t u r n  u p ,  t h e n  I t h i n k  t h e r e  a r e  go ing  t o  be 
s i g n i f i c a n t  changes i n  t h e  G - 7 ’ s  g e n e r a l  o u t l o o k .  I g o t  t h e  
impress ion  t h a t  t h e y  were a l l  q u i t e  nervous  about  t h e  o u t l o o k  b u t  f e l t  
it premature  t o  change t h e  o f f i c i a l  s t a n c e .  And t h a t  cou ld  
conce ivab ly  be a l t e r e d .  I n  o t h e r  a r e a s ,  t h e r e  was v e r y  l i t t l e  
d i s c u s s i o n  on exchange r a t e s  w i t h i n  t h e  G - 7  mee t ing .  There  was a l o t  
of d i s c u s s i o n  i n  t h e  G-10 gove rnor s ’  luncheon on Monday. As ide  from 
r a t h e r  vague c o n c e r n s  abou t  t h e  d o l l a r  be ing  s t r o n g e r  t h a n  some o f  
them would l i k e .  t h e r e  r e a l l y  was no n o t i o n  o r  d e s i r e  f o r  i n t e r v e n t i o n  
o r  a c t i o n  i n  any p a r t i c u l a r  way. S o ,  t h a t  i s s u e  a t  t h i s  moment i s  
dormant ,  I would s u s p e c t .  But I do g e t  t h e  impress ion  t h a t  i f  t h e  
d o l l a r  were t o  run  up t o  and th rough  180 on t h e  mark,  t h e r e  would be 
c o n s i d e r a b l e  p r e s s u r e  f rom t h e  Bundesbank f o r  us t o  do heavy mutua l  
i n t e r v e n t i o n  w i t h  t h e  s u p p o r t  of  Europe and Japan .  However, s h o r t  of  
t h a t ,  I d i d n ’ t  s e n s e  much of  an a p p e t i t e  f o r  c o n c e r t e d  i n t e r v e n t i o n .  
But I d i d  s e n s e  t h a t  t h e r e  would be a l o t  more s h o u l d  t h e  d o l l a r  s t a r t  
back up a g a i n ,  and my s e n s e  o f  i t  was t h a t  t h e  d e s i r e  f o r  i n t e r v e n t i o n  
was s t r o n g e r  t h a n  anyt ime t h a t  I remember i n  t h e  r e c e n t  p a s t .  

There  were a l o t  o f  o t h e r  minor i s s u e s ,  [ such  a s ]  s t r o n g  
s u p p o r t  f o r  t h e  Uruguay round:  t h e r e  was a l o t  o f  d i s c u s s i o n  on t h e  
S o v i e t  Union and E a s t e r n  Europe b u t  nobody could  f i g u r e  o u t  what t o  do 
t o  be h e l p f u l  i n  t h a t  a r e a .  A s  a consequence.  n o t h i n g  emerged i n  t h e  
communique o f  any moment. A l o t  of o t h e r  t e c h n i c a l  i s s u e s  were 
d i s c u s s e d  w i t h  r e s p e c t  t o  t h e  IMF, s p e c i f i c a l l y  t h e  J a p a n e s e  r e q u e s t  
t o  i n c r e a s e  t h e  amount of  SDRs. Nobody even responded t o  t h a t  and it 
d i d n ’ t  g e t  i n t o  t h e  communique: t h e r e  was b a s i c a l l y  no f u r t h e r  
d i s c u s s i o n .  S o ,  t h a t ’ s  t h e  g e n e r a l  o u t l i n e  of  what went on .  I t  was a 
r a t h e r  i n t e r e s t i n g  set  o f  mee t ings .  I ’ m  p repa red  t o  answer any
q u e s t i o n s  anyone h a s .  

MR. ANGELL. A lan ,  I would unde r s t and  and n o t  be  s u r p r i s e d  by 
t h e  d e s i r e  t h a t  we buy D-marks a t  180 .  But if we’re t o  be i n  t h e  
buying  frame and w e  d o n ’ t  want our  i n v e n t o r y  of  D-marks t o  grow
wi thou t  l i m i t ,  t h e r e  would have t o  be  some p o s s i b l e  [hedge] i n  which 
we would be a b l e  t o  s e l l  D-marks.  

CHAIRMAN GREENSPAN. Wel l ,  b a s i c a l l y .  I r a i s e d  e x a c t l y  t h a t  
i s s u e  w i t h  Poehl  and s u g g e s t e d  o f f -marke t  r e v e r s a l s .  H e  shook h i s  
head:  I d o n ’ t  know what t h a t  meant ,  b u t - -

MR.  ANGELL. You mean he shook h i s  head y e s  o r  no? 

CHAIRMAN GREENSPAN. He shook h i s  head y e s .  I i n t e r p r e t e d
t h a t  t o  mean t h a t  he ’d  be  w i l l i n g  t o  t a k e  a look  a t  t h a t .  Look, i f  we 
a g r e e  t o  i n t e r v e n e ,  I d o n ’ t  s e e  how we can p o s s i b l y  accumula te  any 
more deutschemarks  u n l e s s  we s o l d  them i n  o f f -marke t  t r a n s a c t i o n s .  

MR. ANGELL. I n  o t h e r  words.  t h e r e  wouldn’ t  be  an [opening]  
a t ,  s a y .  1 6 0  f o r  us  t o  be  a b l e  t o  s e l l  openly?  

CHAIRMAN GREENSPAN. Well .  t h e r e  might  be .  But I would s a y
t h a t  my d e s i r e ,  a s  you know, i s  j u s t  t o  ge t  r i d  o f  them. Whether we 
do t h a t  t h r o u g h  t h e  marke t  o r  o f f - m a r k e t  t r a n s a c t i o n s .  I ’ m  l e s s  
i n t e r e s t e d .  
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MR. ANGELL. Well. it just seems to me that someone needs to 
work out with us some arrangement to make certain that we can get rid 
of them if we are to buy them. 

CHAIRMAN GREENSPAN. Yes, I think the Treasury is on board 

for getting rid of them off-market. And so long as we have that 

opening. then I think that’s fine. If we have to sell-if we have to 

be on both sides in the market--the only way we could do it is if the 

dollar starts to plunge. in which case obviously we would sell. The 

ideal way of getting rid of all that is try to take profits as the 

market goes down. 


MR. ANGELL. Well. of course we not only have that, we also 

have the earnings on the D-mark and [unintelligible] that in itself-


CHAIRMAN GREENSPAN. Yes. but Sam is working on trying to get

rid of a lot of this. Sam Cross. are you on the call? 


MR. CROSS. Yes, I’m on the call. 


CHAIRMAN GREENSPAN. Could you bring us quickly up-to-dateon 
where that stands? 

MR. CROSS. Yes. We have had some discussion with the 
Germans about mechanisms and we have been looking at ways in which we 
might find some opportunity to get rid of [these deutschemark 
holdings] as conditions permit us to do s o .  There are a number of 
technical and other questions to work out quite apart from the 
question of the willingness of the Germans and possibly others to do 
it. And we also are trying to talk to the Treasury to make sure that 
this is something that they are interested in too. So, we’re working 
on it but I can’t say that we have answers to it at this point. 

MR. ANGELL. I just want to emphasize that if the United 

States is more apt to be in an easing mode than other countries and is 

ahead of other countries. then eventually our economy is going to be 

cyclically stronger than other countries. And we thereby are going to 

run into a period in which the dollar is very strong against the mark. 


MR. CROSS. Well, that is certainly one of the things that 

could greatly affect this. We have been thinking of various 

possibilities, both on-market and off-market, and we’ve been 

canvassing other central banks. We are trying to make sure we have 

canvassed everyone and are trying to proceed to see if we can work 

something out on this side. But. certainly. that’s true. If exchange 

rates move the other way. we can be a little more quick to try to 

dispose of some [of our foreign currency holdings]. 


CHAIRMAN GREENSPAN. Okay. Any other [questions]? 


MR. MULLINS. How would you characterize the new Canadian 

finance minister? Also, what is your assessment of the role that 

Lamont of the United Kingdom played? 


CHAIRMAN GREENSPAN. Well, the Canadian finance minister, Don 

Mazankowski. is still deputy prime minister. He is. as they say. a 

self-made man. He has had no formal education as I understand it: 

he’s obviously very intelligent and sharp. And he walked into that 




meeting as though he had been a steady member for quite a long period

of time. And there was very little loss of step between Michael 

Wilson and "Mas," as they apparently call him. His economic 

philosophy is the same as Wilson's: his basic argument is that they

have essentially committed themselves and have no intention of backing

down at this particular stage. He said it would be political suicide 

for them, after having taken all the pain, to then throw in the sponge

before the results are there. I got the impression that Lamont was 

unhappy for very much the same reasons. My concern basically is that 

I think is pushing the Secretary and I don't get the 

impression that the Secretary's general view is confrontational in 

these types of meetings. It certainly is not: he ran the meeting in a 

highly non-confrontational manner, and considering the fact that I 

don't agree with some of the positions that he was advocating, I 

thought he handled himself exceptionally well. And he made as good a 

case as one can make for what he was advocating. It struck me really 

as quite a different sound than I was getting from the newspapers

about his going around breaking china in Europe. It turns out. as 

best I can judge. that it is who has been pushing that: in part

I have a suspicion that the Secretary may be getting the rap for some 

of that. But all in all it turned out to be unnecessary friction, I 

thought: it's not a big deal, but I think it could have been done 

better. Any other comments or questions? If not. thank you very

much, everybody. 


END OF SESSION 





